
u p h e l d  t h e

r e q u i r e m e n t  i n  M i m e o g r a p h  6 2 0 9  a n d  t h e  r u l i n g s ’ s u p p l e -

m e n t i n g  i t  t h a t  a  b a n k  m u s t  u s e  i t s  o w n  l o s s  e x p e r i e n . c c

d u r i n g  t h e  s e l e c t e d  2 0 - y e , a r  a v e r a g i n g  p e r i o d ,  i f  i t  w a s

, ’

i n  e x i s t e n c e  d u r i n g  , t h a t  p e r i o d ,  i n c l u d i n g  t k i e  u s e  o f

”

i t s  o w n  e x p e r i e n c e  f o r  t h e  i n i t i a l  y e a r ( s )  o f  i t s  e x i s t -

e n c e .

T h i s  r u l e  h a s  b e e n  i m p o s e d  e v e n  i f  t h e  bank’s

I

l o s s e s

a r e  v e r y  l o w  f o r  t h e  f i r s t  y e a r  b e c a u s e  b o r r o w e r s ’

o b l i g a t i o n s  h a d  n o t  y e t  m a t u r e d .

( F i r s t  N a t i o n a l  B a n k

i n .  Ol_nG;71.

I_.--.-tr  9
sup r a 9 k&. T , C ~

Commercial B,ank
7 6 4. )

45 T. C. 175e >
aff I d,-~~~-~,-~~--~~~~--~~rs t-_--

I---._- 9 The use of substituted.
loss experience has also been denied in cases where bad
debt losses during the depression years were kept very
low by the prior management’s conservative loan policy,
which was subsequently liberalized. @i~FiJ__N~JJa~

&,x&c o f  L a  Feria-, 24 T .,C. 429 9 aff 1 d per curiam, 23
F.2d 868; Union National Bank Rc Trust Co. of El..i,P-^---IIIIIP -1 1- -1 -
26 T.C. 537.)

. 1
Appellant argues that the case of Union_II-

National Bank of Youngstown v. United Staples,,  237 F._I_
Supp.  753 and the Franchise Tax Board Legal Ruling 314,
dated August 25, l966, control the instant ,situation.
In the Youngstown case a depression-born bank was
allowed to use %e experience of two predecessor b,anks
for its first year of existence, during which it in-
curred no losses, because the taxpayer bank’s own expe-
rience in that year was determined not to be meaningful.
However 9 in First NGtional Bank in Olneyl, supra, and Firstl--..-----I-
Comme  r ci a.1 BankP----9 supra, the YounpLstolm deci.sion was-_-
limited to situations where the commencing financial
institution represented a continuation of the business
of previously existing institutions. The reasoning of
that case was not regarded as applicable where the
commencing institution was unrelated to the institutions
from which the,borrowed experience was sought. Further-
more, the above legal ruling allows use of the statewide
factor for years when an association was inactive or in
the process of liquidation, but does not authorize the
use of that factor for periods subsequent to the. time
active conduct of a savings and loan business is commenced.

Upon review of the entire record we, must con-
c1ud.e that appellant has failed to establish any abuse
of discretion by respondent. In computing appellant I s

,a
average loss experience respond_en.t  has followed a regu-
la,tion  which it issued as an exercise of its discretion
in this area. That regulation is very si.milar to a
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series of federa.  rul ings which have been repeatedly
upheld in the fed-era1 courts. Furthermore, these has
been no showiug tha.t the reserve allowed by the regula-
tion was nqt adequate to ab:;oYh appel_1_a17-t1  s reasonably
Foreseeable bad debt losses aili sing frOii1 current
Business  debts. (Cf. Arne~:icm  State R?_n.k v. United_._.____.._ .,^. :____..-.-“.-,L--_ W--.-m-
States, 279 P. 2d 585; Fi.~:st Nat.iona:l_u~.,~-~~~~r-.:.^----_-r~-~~ Rank in. Ol_ney,-“-I-3..-
‘-=a, Ltlt T . C .  764, aff’d, 3 6 8  F.2d lgt; l?i~:st.--e.__
Comae r 2 i al 3 a 31:._-,_-t_....._-.-..-~- _.._ 5-Y supra, 45 T.C* 175. ) Accordingly,
‘EJe conclude that respondent’ s action in this matter

, must be sustained.

.

Pursuant to the views expressed in the opinion
of the board on file in this proceeding, and good c a u s e
qppearing therefor,
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IT IS HEREBY: ORDERISD, ADJUDGED AJT?D DECREED,
pursuant to swtion 25667 of the Revenue  and Taxation
Code., that the action of the Franchise  ,Tax- Board on. the
protest of’ Newport Ba.lboa Savings and. Loan Associatxon
aga.inst proposed. asses.>cment s of additional franchise
tax in the amounts of $16,403.42, $Zl,762.2l and j&593.87
for the income years 1761, 1962 and 1963, respectivel.y,
be nlodif’ied  in accordance with tl)e concessions of respond-
ent . 111 all  other  respects, the action of the Franchise
Tax Board is sustained.

Done  3-t Sacramento,  Cal i fornia,  ..tQ.is 4th d&y
0 1 J Ullt: , ,_T(“>  b.JJ  “AI” -.x..+-.-  -

/./

, Member

_, Secretary
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